REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE SOL PLAATJE LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . i have audited the accompanying financia! statements of the Soi Plaatje Local Municipality, 
which comprise the statement of financial position as at 30 June 201 1 , and the statement ’ 
of financiai performance, statement of changes in net assets and cash flow statement for 
the year then ended, and a summary of significant accounting policies and other 
explanatory information, as set out on pages XX to XX. 

Accounting officer’s responsibiüty for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice {SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and Division of Revenue Act of South Africa, 2010 (Act No. 1 of 2010, as amended) 

(DoRA), and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-General’s responsibillty 

3. As required by section 188 of the Constitution of the Republic of South Africa. 1996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA), my responsibility is to express an opinion on the financial statements based 
on my audit. 

4. I conducted my audit in accordance \with International Standards on Auditing and General 
Notice 1111 of 2010 issued in Government Gazeffe 33872 of 15 December 2010. Those 
standards require that 1 compiy with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financiai statements are free from materia! 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financia! 
statements, whether due to fraud or error. in making those risk assessments, the auditor 
considers interna! control relevant to the entity’s preparation and fair presentation of the 
financia! statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s interna! control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
weli as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficiënt and appropriate to provide a 
basis for my qualified audit opinion. 



Basis for quallfied opinion 
Property, plant and equipment 

7. Property, piant and equipment amounting to R792 556 915 (2010; R749 931 361) was 
disclosed in note 9 to the financial statements. I was unable to obtain sufficiënt appropriate 
audit evidence to conciude on the completeness and existence of property plant and 
equipment, due to the following: 

- Property, piant and equipment amounting to R45 140 946 couid not be verified due to 
incorrect or inaccurate locations Included in the asset register. 

- Physicaiiy identified infrastructure assets, community assets and other assets couid not 
be traced to the asset register. 

Property, plant and equipment amounting to R926 211 was incorrectly inciuded as 
repairs and maintenance instead of being capitaiised as property, plant and equipment. 

Afternative procedures were attempted, includingthe utiiisation of giobal positioning system 
locations and computer-assisted techniques, to search for the items causing the 
differences. However, the entity’s records did not permit the application of alternative audit 
procedures regarding the existence and completeness of property, plant and equipment. 

8. The SA Standards of GRAP, GRAP 17 Property, Plant and Equipment States that 
subsequent to initial recognition at cost, an item of property, plant and equipment should be 
carried at cost less accumulated depreciation and accumulated impairment losses or at a 
revalued amount less accumulated depreciation and accumuiated impairment losses. 
Depreciation and accumulated depreciation as disdosed in note 9 to the financial 
statements were calculated; 

- using incorrect useful lives; 

- using incorrect depreciation percentages; 

- using inaccurate purchase dates; 

- not taking residual values into account; 

- Work in progress assets commissioned during the year not yet fully componentised 
depreciation calculated on land when in accordance with the accounting policy land is 
not depreciated. 

This resulted in depreciation amounting to R38 592 691 disclosed in the statement of 
financia! performance being overstated by R9 685 553, accumuiated depreciation 
amounting to R380 867 201 being overstated by R64 184 481, and accumulated surplus 
amounting to R835 632 534 being understated by R54 498 908. 

Investment property 

9. Investment property amounting to R1 15 349 700 (2010; R1 16 1 16 467) was disciosed in 
note 1 1 to the financial statements. The completeness of investment property couid not be 
confirmed due to the investment property register not inciuding ali items identified as 
investment property. The entity’s records did nol permit the application of aiternative audit 
procedures regarding the compieteness of amounts disclosed as investment property. 
Consequentiy, 1 did not obtain all the Information and explanations I considered necessary 
to satisfy myself as to the completeness of investment property. 



Intangible assets 

10. Intangible assets amounting to R2 485 582 (2010: R3 425 875) were disdosed in note 10 
to the financial statements. The completeness of intangible assets could not be confirmed 
due to the intangible asset register not inciuding all software and computer programs. The 
entity’s records did not permit the application of alternative audit procedures regarding the 
completeness of amounts disdosed as intangible assets. Consequently, 1 did not obtain ali 
the Information and expianatlons ! considered necessary to satisfy myself as to the 
completeness of intangible assets. 

Receivables 

1 1 . Trade receivables from exchange and non-exchange transactions amounting to 
R267 878 824 (2010: R268 976 993) were disdosed in notes 4 and 5 to the financial 
statements. The existence and valuation of receivables amounting to R1 31 855 1 66 (2010: 
R34 554 473) could not be confirmed, as sufficiënt appropriate audit evidence could not be 
obtained. Alternative procedures could not be performed due to the lack of available 
documentation. 

1 2. Paragraph 69 of SA Standards of GRAP 1 Presentation of Financial Statements States that 
the Standard uses the term non-current assets to include tangible, intangible and financial 
assets of a long-term nature. Receivables as disdosed in the statement of financial position 
were overstated by R7 559 787 and long-term receivables understated by the same 
amount, due to receivables that were of a long-term nature being classified as current 
assets. 

13. Paragraph 4.2.7 of the municipal indigent management policy States that debt write-off for 
indigent households should occur every two years, subject to the re-verification of the 
indigent status. Consumer debtors as disdosed in the statement of financial position were 
understated by R24 346 564 and the bad debt write-off as disdosed in the statement of 
financial performance was overstated by the same amount, as the status of indigents was 
not verified before the write-off. 

Revenue 

14. The completeness of conventional metered water and electricity revenue amounting to 
R381 771 218 (2010; R304 172 557) induded in service charges amounting to 

R57 1 405 692 (201 0: R47 1 453 386), as disdosed in note 24 to the financial statements, 
could not be confirmed. Sufficiënt appropriate audit evidence could not be obtained, as 
meters identified for the current and prior year during the physical verification of water and 
electricity meters were not induded in the meter reading listings. The readings on these 
meters had not been recorded, indicating a potentially material understatement of revenue. 
Alternative procedures could not be performed due to the lack of documented evidence 
regarding the reading of these meters. 

Irregular expenditure 

1 5. The completeness of irregular expenditure of R40 480 889 (2010: R102 005 664) as 
disdosed in note 45 to the financial statements could not be confirmed, as sufficiënt 
appropriate audit evidence could not be obtained to confirm that the municipality had 
adhered to proper supply chain management (SCM) processes. The weaknesses in the 
System over document control did not permit the application of alternative procedures. 

Expenditure 

1 6. The occurrence and accuracy of expenditure amounting to R8 878 380 (2010: R1 41 8 284) 
induded in general expenditure amounting to R212 983 878 (2010: R175 944 576), as 



disciosed in note 36 to the financial statements, couid not be confirmed, as it was not 
supported by sufficiënt appropriate audit evidence. No alternative procedures couid be 
considered in the absence of supporting documentation. 


Qualified opinion 

17. In my opinion , except for the possible effects of the matters described in the basis for 
qualified opinion paragraphs, the financial statements present fairly, in all material 
respects, the financial position of the Sol Plaatje Local Municipality as at 30 June 201 1 , 
and its financial performance and cash flows for the year then ended, in accordance with 
SA Standards of GRAP and the requirements of the MFMA and DoRA. 


Emphasis of matters 

18. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Significant uncertainties 

1 9. With reference to note 51 .2 to the financial statements, the municipaüty is the defendant or 
the claimant in severai lawsuits. The ultimate outcome of the matters cannot presently be 
determined, and no provision for any liability that may result has been made in the 
financial statements. 

Restatement of corresponding figures 

20. As disciosed in note 39 to the financial statements, the corresponding figures for 

30 June 201 0 have been restated as a result of errors discovered during 201 0-1 1 in the 
financial statements of the Sol Plaatje Municipaüty at, and for the year ended, 30 June 201 0. 

R/laterial losses and impairments 

21 . A significant provision for the impairment of receivables was created, which constituted 
49,19% (R258 924 531) of the total trade receivable baiance (R626 378 019). 

22. As disciosed in note 4.3 to the financial statements, the municipaüty wrote off bad debts 
amounting to R246 368 291 during the year, mainly consisting of indigent debtors. The 
whte-off of the debtors was mainly due to the municipaüty not implementing its credit 
control policy reiated to indigent usage in excess of subsidised amounts. No measures 
were implemented to limit consumption by indigents in excess of their subsidised amounts. 

23. The municipaüty suffered a significant water loss during the year under review of 1 7,54% 
(2010: 15,38%), with an estimated value of R23 279 988 (2010: R10 126 587). 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

24. In accordance with the PAA and in terms oi General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010 , 1 include below my findings on the 
annua! performance report as set out on pages XX to XX and material non-compliance with 
iaws and regulations applicable to the municipaüty. 



Predetermined objectives 

Usefulness of information 

25. The foifowing criterion is relevant to the findings below: 

® Measurability: Indicators are well defined and verifiable, and targets are specific, 
measurable and time bound. 

26. Audit findings 

Pianned and reported targets were not time bound (measurability) 

® Forthe selected programme (basic service delivery), 14% of the pianned and reported 
targets were not time bound in identifying the nature and the required level of 
performance. 

Reliability of information 

27. The foilowing criteria are relevant to the findings below: 

e Validity: Actual reported performance has occurred and pertains to the entity. 

® Accuracy: Amounts, numbers and other data relating to reported actual performance 
have been recorded and reported appropriately. 

28. Audit findings 

Reported performance against targets was not valid and accurate when compared to 

source information (reliability) 


• The foilowing material reported target was recalculated and did not agree to the 
information disclosed in the annual performance report; 


Target 

Reported in performance report 

Recalculated 

Electricitv connection 

336 houses 

294 houses 


o For the selected programme (basic service delivery). 29% of the reported targets were 
not valid and accurate based on the source information or evidence provided. 


The validity and accuracy of the reported performance against targets could not be 
confirmed as no supporting source information was provided (reliability) 

8 For the selected programme (basic service delivery), the accuracy of 1 0% of the 

reported targets could not be established, as sufficiënt appropriate audit evidence could 
not be provided. 

Compliance with laws and regulations 
Strategie planning and performance management 

29. Contrary to the requirement of section 41 of the MSA, the System applied by the 
municipaiity was not devised in such a way that it could serve as an early warning indicator 
of underperformance. 

30. The key performance indicators did not include all genera! key performance indicators as 
set out by Northern Cape’s provincial growth and development strategy for 2014, applicabfe 
to the municipaiity. as prescribed in terms of section 43(1) of the MSA. 



Budgets 

31 . The municipality incurred expenditure in excess of the limits of the amounts provided for in 
the votes in the approved budget, in contravention of section 15 of the MFMA. 

Annual financial statements, performance report and annual report 

32. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements in 
current assets, liabilities, revenue, expenditure and disciosure items identified by the 
auditors were subsequently corrected, but the uncorrected material misstatements resuited 
in the financial statements receiving a qualified audit opinion. 

33. The municipal council did not adopt an oversight report containing the council’s comments 
on the annuai report within two months from the date on which the 2009-1 0 annual report 
was tabled in the council, as required by section 129(1) of the MFMA. 

Human resource management 

34. Some employees earned overtime in excess of 30% of their monthly compensation, 
contrary to section 1 0(1 ) of the Basic Conditions of Employment Act of South Africa, 1 997 
(Act No. 75 of 1997). 

35. Contrary to the IncomeTax Act of South Africa, 1994 (Act No. 164 of 1994), no employee 
tax was deducted on ex gratia payments to employees. 

36. The councillor remuneration paid was in excess of the amount gazetted, contrary to 
section 167 of the MFMA. 

Procurement management 

37. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and Information system that recognised 
expenditure when it was incurred, as required by section 65(2)(b) of the MFMA. 

38. Sufficiënt appropriate audit evidence could not be obtained that invitations for competitive 
bidding had been advertised for the required minimum period, as per SCM 
Regulation 22(1) and 22(2). 

39. The performance of contractors and providers was not monitored on a monthly basis, as 
required by section 116(2)(b) of the MFMA. 

40. The contract performance measures and the methods whereby they were monitored were 
insufficiënt to ensure effective contract management, as per the requirements of 
section 116(2)(c) of the MFMA. 

41 . Five service providers failed to declare if they were in the service of the state, as required 
by SCM Regulation 13(c). Awards were made to these providers, who were persons in the 
service of other state institutions, in contravention of the requirements of SCM 
Regulation 44. 

42. Two contracts were extended or modified to the extent that competitive bidding processes 
were circumvented, contrary to the requirement of a fair SCM system in section 11 2 of the 
MFMA. Two contracts were extended without tabling the reasons for the proposed 
amendment in the council of the municipality, as required by section 116(3) of the MFMA. 

43. Sufficiënt appropriate audit evidence could not be obtained that contracts and quotations 
had been procured in accordance with legislative requirements and the SCM policy. 



Asset management 

44. The accounting officer did not take al! reasonabie steps to ensure that the municipality had 
and maintained an effective system of interna! control for assets, as required by section 
63{2){c) of the MFMA. 

Revenue management 

45. The credit control and debt coüection policy was not maintained and implemented for aii 
debtors in arrears, as required by section 96(b) of the MSA. 


INTERNAL CONTROL 

46. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010, \ considered interna! control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of interna! 
control. The matters reported below are limited to the significant deficiencies that resulted 
in the basis for the qualified opinion, the findings on the annua! performance report and the 
findings on compiiance with laws and regulations included in this report. 

Leadership 

47. The council did not exercise specific oversight responsibility over financial and performance 
reporting, compiiance with laws and regulations as wei! as internal control. The action plans 
compiled to address the previous year’s audit findings were not monitored and reviewed to 
determine if the reported progress on the plans related to actual improvements. 

48. The delays in the approval of management’s recommendation to consolidate supply chain 
and contract management led to management being unable to address weaknesses in 
asset management and SCM, which resulted in non-compliance with the relevant 
regulations. In turn, non-compliance with SCM prescripts gave rise to irregular expenditure. 

49. Management proposed the establishment of a fully fledged asset management unit within 
the finance directorate to enable the accounting officer to exercise his responsibilities as 
required in terms of section 63(2)(c) of MFMA. As this unit was not approved and 
established in time it led to insufficiënt capacity within the municipality to deal with the 
responsibilities of identifying, safeguarding and maintaining the movable and immovable 
assets of the municipality. 

50. Exception reports were not developed and utilised on a monthiy basis to ensure the 
completeness, existence and accuracy of transactions within the areas where high volumes 
of transactions were processed, such as revenue. receivables, salaries and wages. 

51. The chief financial officer’s focus on the development and enhancement of internal Controls 
within financial management responsibilities led to the inadequate monitoring of these 
Controls during the year, as some pertinent reconciiiations were not performed as per policy 
requirements. 

52. The leadership did not adequately monitor the municipaiity's compiiance with laws, 
regulations and internally designed policies and procedures, as management mainly 
focused on the establishment and strengthening of the internal control environment. As a 
result, material non-compliance issues were noted. 



Financial and performance management 

53. The different directorates within the municipality did not take coiiective responsibiiity for the 
disclosures within the financiai statements, performance reporting and compiiance with 
!aws and regulations. The contro! environments related to financial and performance 
reporting did not reside within the budget and treasury office or the integrated development 
plan unit, but with every directorate within the municipality. 

54. The lack of a fuily fledged asset management section within the finance directorate led to 
the inability to componentise newiy acquired infrastructure assets and update asset 
registers timeously, resulting in significant calculation errors on depreciation. 

55. The financial statements and other Information to be inciuded in the annuai report were not 
adequateiy revtewed for completeness and accuracy prior to submission for auditing. The 
financial statements were subject to material corrections resulting from the audit, which can 
be attributed to the iack of a risk assessment, weaknesses in the design and 
implementation of interna! control in respect of financial management and financial 
reporting, and weaknesses in the Information systems. This also resulted in the prior year’s 
audit findings not being substantially addressed in certain instances. 

56. The municipality did not prepare quarterly interim financial statements to identify and rectify 
any financial statement errors early on. The chief financial officer and the municipal 
manager should review the financial statements for completeness and accuracy, and 
submit them to the internal audit unit for review. 

57. The municipal council did not write off debtors confirmed to be non-recoverable, resulting in 
a qualification on the existence of debtors. 

58. The municipality did not review and monitor compüance with appücable laws and 
regulations. The municipality did not have a delegated employee that had been trained and 
had the necessary technical skills to address and monitor new legislative changes affecting 
the municipality. 

59. Record management and maintenance disciplines were not inciuded in the daily key 
Controls, and reviewed and monitored by a management member at the appropriate levei. 

Governance 

60. Due to the focus on financial sustainability and infrastructure development for service 
delivery, monitoring and supervision were not satisfactorily undertaken to enable an 
assessment of the effectiveness of internal Controls over financial and performance 
reporting. 

61. Interna! Controls were not monitored to prevent, detect and correct material misstatements 
in financial reporting and reporting on predetermined objectives. 

62. The capacity of the interna! audit unit had to be suppiemented, as consultants were 
sourced to assist with the interna! audit plan. 

63. The recommendations of the internal audit unit were not implemented. 



OTHER REPORTS 
Investigatlons 

64. Investigations are being conducted by the Public Protector to probe the manner in which 
SCM processes were adhered to. The investigations were stiii ongoing at the reportino 
date. 




Kimberley 
30 November 2011 
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